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GUATEMALA: KEY ECONOMIC INDICATORS 
(Money values in millions of dollars except where noted) 


Exchange rate as of December 1, 1982 U.S. $1 = Quetzal 1 


Proj. % Change 
1979 1980 19811/ 1982 1982 


Production, Investment 
GDP at constant 1958 Prices 2,995 3,099 3,134 3,025 -3.5 


GDP at Current Prices 6,903 7,853 8,663 9,310 22 
Per Capita 7. Current 

Prices $2 979 1,082 1,158 1,209 4.4 
Fixed Cap. Invest. Current Prices 1,363 1,222 1,442 1,300 -9.6 
Labor Force3 695 767 757 


Money Prices & Public 
Money Supply (year-end M-1) 739.9 762.5 799.4 830 


Domestic Interest Rates4/ 11.0 11.0 15.0 12.0 
Price Indexes2. 
Consumer (1975=100) 150.0 166.1 185.1 188 1.6 
Wholesale (1950=100) 268.9 311.9 343.5 330 -5.3 
Central Government Current Receipts 668.8 73364 739.1 740 
Central Government Expenditures S57.7 ) 1,18R¢3.. 1,379.6 1,210 -12.3 
Public Debt (year end) 1,U2e.9 4,453.9 2,122 2,590 2254 
Domestic 581.8 844.5 1,385 2-736 24.9 
External $12.1 609.4 737 860 Lief 
Debt Service Payments®/ 44.0 45.8 47.9 


Balance of Payments and Trade 
Balance of Payments 


Current Account -196.4 -176.4 
Capital Account 162.3 -73.2 
Net Intl. Reserves (year end) 691.6 362.7 
Total Imports (cif) 1,504.0 1,598.2 
From CACM 275 218 
From Rest of World 1,229 1,380 
From U.S. 480 547 
Total Exports (f.o0.b.) 1,241 i, 519 
To CACM 306 440 
To Rest of World 935 1080 
ToU.S. 326 412 
Main Exports (f.0.b.) 
Coffee 432 464 
Cotton 192 166 
Sugar 54 69 
Main Imports (cif) 
Machinery, Transportation 
Equipment 423 359 
Manufactured Articles 433 409 
Chemical Products 273 315 
Petroleum, Lubricants 242 344 


Preliminary estimates 
Using June 30 population statistics 
Thousands of workers registered in Guatemalan Social Security Institute 


(IGSS) 
Maximum rate on loans authorized by Central Bank, December 31 


Average during year; items for popular consumption 
Principal, interest, and fees 


Source: Bank of Guatemala/Ministry of Finance/IGSS/Embassy estimates 





SUMMARY 


Guatemala had maintained respectable rates of economic growth 
for three decades before the onset of a slowdown in 1980 lead- 
ing to recession in 1982. During the 1950s, 60s and 70s Guate- 
mala greatly expanded commercial agriculture for export, cre- 
ated a light industrial base oriented toward the domestic and 
Central American markets, and added enormously to the infra- 
structure and capital stock of the country. While manufact- 
uring has grown to one-sixth of GDP, Guatemala continues to be 
primarily-an agricultural country. The contrast between the 
traditional, rural sector and the modern sector, however, has 
become more pronounced as the latter has developed. 


Official sources project real growth in 1982 at negative 3.5 
percent and perhaps unchanged in 1983. Scarcity of foreign 
exchange has become the chief constraint on the economy, a con- 
dition that will persist into 1984. Four factors contributed 
to the -loss of foreign exchange earnings and recession: loss of 
foreign markets for Guatemala's agricultural mainstays, coffee, 
cotton, and sugar, and for manufactured exports; large fiscal 
deficits; the guerrilla insurgency; and inability to borrow in 
private capital markets. The resulting balance of payments 
disequilibrium, on the order of $500 million in 1982, has 
forced authorities to ration foreign exchange and, in November 
1982, to impose import licensing and quotas. 


The public sector of Guatemala is relatively small. Until re- 
cently public policy was conservative in public finance and 
relatively open to trade and capital flows. Since 1978 the 
Government sector has assumed an expanded role through deficit 
finance, reaching 15.9 percent of GDP in 1981. The Rios Montt 
Government is continuing an expansionary fiscal policy, but 
unlike its predecessor, which emphasized large scale projects, 
it plans to avoid massive projects and coneentrate on develop- 
ment of the heretofore neglected Indian highlands. Conces- 
sional foreign financing will be sought to the greatest extent 
possible, to be supplemented with food-for-work programs. Suc- 
cess in containing the guerrilla insurgency will also be one of 
the main determinants of how soon the country will emerge from 
recession. 


For the future, Guatemala is well-endowed with agricultural and 
mineral resources. A little crude oil has been found, and geo- 
logical formations shared with Mexico offer hope of a great 
deal more. A new Petroleum Law is being drafted to attract 
more foreign investment in that industry, but any major new 
discoveries would take most of a decade to bring to market. 


Outside of priority areas, trade with the United States will be 
adversely affected in the short run by the recent import re- 
strictions. For the longer term, trade and investment oppor- 


tunities will continue to be good. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Structure of the Economy 


Guatemala had maintained respectable rates of economic growth 
for three decades before onset of a slowdown in 1980 leading to 
recession in 1982. The average annual real growth rate was 4 
percent in the 1950s and 6 to 7 percent in the 1960s and 

1970s. Durino this period Guatemala greatly expanded commer- 
cial agriculture for export, created a light industrial base 
oriented toward the domestic and Central American markets, and 
added enormously to the infrastructure and capital stock of the 
country. With the largest economy in Central America, Guate- 
mala benefited most from the Central American Common Market 
(CACM). The business and professional class is highly 

skilled. The highlands and local color are a delight for tour- 
ists in normal times, and much of Guatemala today can be 
reached or approached by paved road. — 


As a modern sector has emerged, however, the contrast between 
it and the traditional, rural sector has become more pro- 
nounced. . Roughly half of Guatemala's population is still 
Indian in language and culture, participating in the money 
economy primarily through seasonal labor and cottage industry. 


The economy of Guatemala is largely in private hands. Public 
enterprises include the postal service, the telephone system, 
electric power, the national airline, the railroad, one 
(non-monopoly) shipping company, several specialized financial 
institutions, and the major port authorities. Manufacturing, 
agriculture, commerce, banking, as well as insurance, cons- 
truction, road, sea and non-scheduled air transport, and other 
services are almost entirely private. The Government is con- 
sidering possible sale of certain public enterprises. 


The public sector is relatively small and has traditionally 
followed conservative policies in public finance. Taxes and 
other government revenue, as a proportion of GDP, are among the 
lowest in the Hemisphere and are declining, from 10.9 percent 
of GDP in 1978 to 8.5 percent in 1981. The Government has 
increased its share of. national product from about 10 percent 
in the mid-70s to 15.9 percent in 1981 through greater resort 
to deficit financing, but this is still modest relative to 
other countries. The public external debt is the smallest in 
Latin America on a per capita basis. Until balance of payments 
problems dictated strict limitations in 1982, Guatemala had 
relatively few barriers to trade or capital movement. By 
holding inflation generally at or below world rate through such 
policies, Guatemala has énjoyed unusual monetary stability; the 
currency has maintained parity with the dollar (one quetzal 
equals one dollar) since 1926. 





Guatemala continues to be primarily an agricultural country. 
Although located in the tropics, its two coastal zones and high 
mountainous interior create a variety of climates suitable for 
a wide range of tropical and temperate products. In 198l, 
agriculture constituted about 25 percent of GDP, employed 54 
percent of the labor force, and represented 61 percent of ex- 
ports. Manufacturing has grown to one-sixth of GDP, with 
modern industry concentrated in the capital and its environs. 
In terms of output, services constitute over half of GDP, led 
by commerce (including petty commerce). 


Growth Trends 


Real growth slipped from about 7 percent in the mid-70s to 4.5 
percent in 1979, 3.5 percent in 1980, and a-bare 1 percent in 
1981. Official estimates put 1982 growth at a negative 3.5 
percent. Several factors contributed in succession to the long 
slide into recession: political events and economic recession 
elsewhere in Central America; the second oil shock; recession 
in the industrial nations; and greater awareness abroad of the 
insurgency in Guatemala. Officials and private businesspeople 
also criticize the former Government for shortcomings in the 
Management of foreign exchange reserves. 


All sectors of the economy have experienced declining growth or 
recession. Tourism may have suffered most, declining from an 
industry of $81.6 million in 1979 to perhaps $15 million in 
1982. Manufacturing has been crippled by the loss of markets 
in Central America. Construction is severely depressed in 
Guatemala City, although a number of Government-financed pro- 
jects in the interior bolstered segments of that industry 
through 1981. -In agriculture, the main export crops have been 
hard hit by low prices for sugar and cotton, and by weak coffee 
prices combined with reduced quotas under the International 
Coffee Agreement. Good 1981 and 1982 harvests of corn, beans, 
and other food staples consumed. locally, however, have mod- 
erated hardship. 


International Trade and the Balance of Payments 


Scarcity of foreign exchange has become the chief constraint on 
the economy. In 1980 and 1981, Guatemala experienced sizeable 
losses of foreign exchange reserves. Since repayment of a 
large loan in February, 1982, international reserves have 
hovered close to the minimum that the country can afford. 

Gross reserves, the outer limit of the country's resources for 
Payments of foreign obligations, have fluctuated this year 
betweeen $300-350 million, but some $200 million of that amount 
is illiquid and unspendable, comprising unpaid balances owed by 





CACM trading partners. Consequently, during 1982 the Bank of 
Guatemala (the central bank) has been abie to release foreign 
exchange only as fast as it is earned, and imports are coming 
under increasing pressure. In November 1982, imports were 
subjected to quotas and licensing. 


Four factors have contributed to the loss of reserves and for- 
eign exchange earnings that has tumbled Guatemala into a severe 
recession. 


--Loss of foreign markets: The world recession has seriously 
affected markets and prices for Guatemala's three agricultural 
Mainstays, coffee, cotton, and sugar. Earnings in 1981 were 
down 21 percent from the previous three years' average, and a 
further dip is likely in 1982. Acreage planted to cotton, the 
worst stricken, plummeted from 126,000 hectares in 1979 to 
49,000 hectares in 1982. On the industrial side, the bulk of 
manufactured product exports go to Central America. In 1980 
such exports enjoyed an excellent year, partly, in retrospect, 
because El Salvador and Nicaragua purchased much more than they 
could pay for. Since then all of the CACM trading partners 
have tightened up on imports, reducing Guatemala's exports to. 
the region by 14 percent in 1981 and another projected 30 
percent in 1982. Overall, Guatemalan exports declined 19 
percent in 1981 and will slump another 10 percent in 1982 by 
present trends. 


--Central Government fiscal deficit: During the past four 
years the public sector has engaged in an ambitious, domest- 
ically-financed investment program that bolstered growth, put 
at substantial cost to international reserves. ‘To show the 
trend, the fiscal deficits during this period nave risen from 
$66 million in 1978 to $187 million in 1979, $447 million in 
1980, $640 million in 1981, and could be in the range of $450 - 
500 million in 1982. Concessional foreign financing, from the 
World Bank, Inter-American Development Bank and other 
multilateral and bilateral sources covered only about 20° 
percent of the deficits in 1980 and 1981 and only a fraction of 
offshore costs associated with the Government projects and 
programs. Officials of the present Government have accused its 
predecessor of corruption on a large scale, another factor 
contributing to the budget deficit and the drain on foreign 
exchange. 


--The guerrilla insurgency: Damage from the insurgency to the 
economy and the balance of payments is hard to isolate from 

other negative factors, but it is unquestionably serious. the 
insurgency has caused a severe depression in the tourist indus- 
try. It has contributed (but not alone) to a sharp decline in 
foreign private investment in 1982 and to a progressive decline 





in commercial bank and suppliers' credits to Guatemala since 
1979. The President of the Bank of Guatemala has put the loss 
of trade financing as high as $600 million over several years' 
time. 


--Inability to borrow: Guatemala has drawn a blank since 
August 1981, in efforts to borrow from private commercial 
banks, despite the fact that service of Guatemala's external 
debt is extremely low by world standards. Several loans have 
been approved or signed with official or multilateral entities 
during that period, but private bankers have been wary. while 
the above three factors, and the recession itself, all rein- 
force this attitude, market soundings by several banks reveal 
that the primary concern is the underlying balance of payments 
disequilibrium. 


The balance of payments disequilibrium resulting from these 
factors may be on the order of $500 million in 1982. - Without 
reserves to spend or ability to borrow, the central bank re- 
strained imports and other private payments through most of 
1982 by limiting foreign exchange sales to the private sector. 
By mid-1982, a backlog of unfulfilled orders to buy foreign 
exchange had built up to $300-400 million, and importers were 
forced to wait several months or more for foreign exchange to 
meet their commitments. Essentially, the monetary authorities 
had opted to maintain the exchange rate at parity with the 
dollar, .but to limit convertibility at that rate. During the 
third quarter of 1982, the central bank reached agreements with 
a number of large importers to pay outstanding commercial debts 
over period of about 15 months. Such a forced rescheduling of 
private commercial debt temporarily relieved some pressure on 
the central bank for immediate foreign exchange, but it failed 
to correct the fundamental imbalance between demand for and 
supply of foreign exchange. Foreign suppliers could not count 
on being paid, and the credit standing of Guatemalan firms was 
suffering as a consequence. 


In November, 1982, the Government took several stern measures 
to stabilize the balance of payments and-.the economy: Imports 
were subjected to quotas and licensing; much stricter. limits 
were placed on foreign tourism by Guatemalans; and. interest 
rate ceilings were reduced from 15 to 12 percent for loans and 
from 13 to 9 percent for deposits (see below). The quotas 
limit imports to fractions of the value of 1981 imports that 
range from 20 to 100 percent, depending on the priority of the 
product. All customs tariff items are assigned to one of six 
priority classifications. Objectives of the quota and 
licensing system are, on the one hand, to hold imports substan- 
tially (20 to 35 percent) below the 1981 level, and on the 





other, to permit importers with licenses to pay their obliga- 
tions promptly. The fact remains, however, that cutting 
imports so deeply - a matter on which Guatemalan authorities 
~have no choice - not only eliminates luxuries, it also creates 
scarcities in raw materials and producer goods, and thereby 
impedes economic growth. 


Public Sector Policy 


The Rios Montt Goverment is committed to an expansionary tiscal 
policy for the duration of the recession, but with important 
differences from the policy of its predecessor. The Lucas 
Garcia Government (1978-82) carried out an ambitious public 
investment program that emphasized large scale projects in the 
areas of hydroelectric power, port improvement, highways, and 
health care. In 1981,. about 51 percent ot investment (tixed 
capital formation) was in the public sector, compared witn 30 
percent in‘l979. Only a small proportion (under 20 percent) ot 
public investment was covered by concessional financing, 
‘however; adequate effort was not made to control costs or tne 
proper use of funds; and financing was not complete, leaving 
gaps that are still uncovered for the projects being finished. 
The central government's budget deficit ballooned to $640 
million in 1981, 7.4 percent of GDP. 


In 1982 the Rios Montt Government was able to achieve only mod- 
erate improvements, since funds for capital development were 
largely committed. Two costly projects in initial stages, tne 
National Peripheral Highway and the Chulac dydroelectric pro- 
ject, were canceled and postponed, respectively. ‘The budget 
deficit may be held to about’ $465 million in 1982, 5.U percent 
of GDP. For the future, the Government plans to avoid massive 
projects and to emphasize instead development ot the heretotore 
neglected Indian highlands. The Minister of Labor has an- 
nounced a program of public works, such as teeder roads, pot- 
able water supplies, and foot bridges, that will create 5y,500 
jobs, with partial payment in food. A sizeable budget deticit 
will remain, but concessional financing of public investment 
will be sought to the greatest extent possible. 


For the most part, the large fiscal deficits of recent years 
have not been monetized. Public acceptance ot government bonds 
and notes has been good, probably because fiscal policy had 
traditionally been conservative. The money supply (M2) grew py 
11.9 percent in 1981 and at a rate of 16.1 percent during the 
first 6 months of 1982. In effect, however, money was tight 
through most of 1982. Part of the money supply growth was in 
the form of deposits earmarked for purchase ot toreign 
exchange, which the banks could not use for lending purposes. 
Widespread losses in agriculture over two years and declining 





profits or losses in industry had created an extraordinary 
demand for credit to replenish working capital and maintain 
operations. Interest rates were out of reach for porrowers in 
weak financial positions as an untoreseen ettect ot an October 
1982 decision to raise interest rate ceilings from 11 to 15 
percent for loans. Including taxes and fees, ettective rates 
were considerably higher. The higher rates had been put in 
place as a commitment under the IMF stand-by arrangment to 
discourage capital flight and strengthen the balance ot 
Payments. With world rates falling, the monetary authorities 
lowered interest rate ceilings again upon expiration of the IMF 
Stand-by in November 1982 to 12 percent for loans, 9 percent 
for deposits. : 


Inflation and Employment 


Guatemala's traditional policies of openness to trade and capi- 
tal flows have historically left the economy exposéd to exter- 
nal inflation, but have also provided a satety vaive against 
internal inflationary pressures. Such inflationary pressures 
have normally not been very great under conservative management 
in the public sector and the central bank. Consequently, 
inflation in Guatemala has more or less tracked world intlation 
over the long run, and since 1926 the official dollar/quetzal 
exchange rate has been unchanged. Measurement of inflation 1s 
complicated somewhat by the discontinuity between prices of 
mass-consumption items and products and services utilized or 

‘ consumed in the modern sector. The consumer price index, 
measuring a lower-middle-class market basket, was stable from 
mid-1981 through mid-1982, whereas official estimates put the 
GDP deflator for 1982 at 1l percent. Intlation in tne modern 
sector is likely to increase in late 1982 and in 1983, as 
depressed imports lead to scarcities. 


Like all developing countries, Guatemala suffers from high 
underemployment, particularly among people engaged in agricul- 
ture Or petty commerce. Officially, unemployment and 
underemployment combined (mostly the latter) are estimated at 
40 percent of the economically active population. While sta- 
tistics do not exist to meaSure the trend, employment dropped 
sharply in 1981 and 1982. Jobs in manufacturing and related 
services declined perhaps five to ten percent each year, and 
seasonal work in commercial agriculture probaoly contracted 
even faster. Bankruptcies are now increasing in the commercial 
sector and some factories are closing. 


Energy and Mining 


One of the enigmas of Guatemala's economic future 1S the extent 
of its undiscovered petroleum wealth. A little crude oil nas 
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been found, and the geological formations shared with Mexico 
offer a hope of a great deal more. Production during the first 
half of 1982 was about 6,000 barrels per day, rougnly one-fifth 
of normal consumption, and some increase is occurring during 
the second half of the year. A third of the crude oil produced 
is burned as fuel, and the rest is exported to the United 
States. Guatemala refines oil imported from Venezuela and 
Mexico to satisfy part of its demand and imports the rest as 
products. Four consortia involving six international oil and 
investment companies are currently engaged in oil exploration, 
and one of these is in production. The pace of exploration is 
fairly sluggish at present; only a half dozen exploratory wells 
are scheduled for completion between mid-1982 and mid-1983. 

The Government of Guatemala is working on a retorm ot the 
Petroleum Law which officials hope will attract new investment, 
including small and medium size wildcatters trom the U.S. 

Under the appropriate legislative framework, Guatemala could be 
a good prospect for such firms. Nevertheless, assuming the oil 
is there, it would take most of a decade to find, develop, and 
bring to market any major new fields. 


Guatemala's mountainous terrain and seasonally abundant rain- 
fall provide ample hydroelectric potential that is now being 
harnessed. The Aguacapa project, with a peak capacity of 90 
megawatts, came on stream in November, 1981. the Chixoy 
project is slated to begin power generation by May, 1983, and 
have its full 300 megawatts available during the year. Chnixoy 
will permit substantial savings in oil imports and serve Guate- 
Mala's electric power requirements during the 198Us. An even 
larger project, Chulac, estimated to cost over $1 billion, will 
be delayed, after completion of some preliminary work, as a 
result of budgetary and foreign exchange constraints. 


In addition to petroleum, deposits of many minerals are known 
to exist in Guatemala, but they are being exploited on a small 
Scale or not at all. The minerals include nickel, lead copper, 
iron, gold, silver, barite, bentonite, and others. A nickel 
mining project owned by INCO and Hanna Mining shut down late in 
1980 as a consequence of the second oil price shock and falling 
international nickel prices reflecting declining demand. fThe 
outlook for nickel is so poor that the investors do not expect 
to resume production within the next several years. Never- 
theless, the potential exists for hard minerals production to 
play a larger role in Guatemala's future than has peen the case 
in the past. 


Central American Common Market 


The CACM, composed of Guatemala, El Salvador, Honduras, Nica- 
ragua, and Costa Rica, was established in 1961. In addition to 
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‘a common external tariff, regional integration includes a pay- 
ments clearing house, a development bank (Central American Bank 
for Economic Integration, or CABEI), a common regime on invest- 
ment incentives (the Central American Agreement on Fiscal 
Incentives for Industrial Development) an industrial complemen- 
tation program that was never very successful, and a permanent 
secretariat (SIECA). 


The CACM was an important factor in Guatemala's economic growth 
during the period 1961-1980. Although most of its manufactures 
are not yet competitive in overseas markets, Guatemala has been 
very successful in regional sales under the common external 
tariff umbrella. The principal exports to the region are man- 
ufactured products, such as chemicals, textiles and clothing, 
food, tires, and glassware, and agricultural produce. The main 
imports from the region are animal and vegetable oils and fats, 
fuels and lubricants, and miscellaneous manufactured articles. 
Guatemala has enjoyed a trade surplus within the CACM every 
year since 1964. 


Regional trade has been undermined in recent years by balance 
of payments problems afflicting all five countries simul- 
taneously. Measures taken by the member countries to prevent 
Or contain trade deficits, applied to regional trade as well as 
general imports, have threatened the CACM as a meaningful 
trading system. In mid-1982,the Guatemalan Government took 
some tough decisions to halt the deterioration of regional 
trade. In May 1982, it approved a law granting itself author- 
ity to retaliate bilaterally against trade restrictions by 
other CACM members. In July 1982, Guatemala focused attention 
on the seriousness of the problem by temporarily suspending the 
preferential CACM tariff schedule, and at the same time. ini- 
tiated negotiations of a round of bilateral trade agreements to 
fortify the regional system. By that time, each country had 
only enough foreign exchange earnings and reserves to cover 
higher priority imports. The bilateral agreements aimed at 
keeping a fair and balanced amount of regionally-traded 
products on each country's list of high priorities for foreign 
exchange. Despite these measures, in mid-1982 Guatemala was 
owed roughly $200 million by its CACM trading partners, most of 
which had been incurred in 1980 and 1981. 


Negotiation of a new common external tariff, which was 
scheduled to be promulgated in late 1979, has been repeatedly 
set back by political problems in the region. 


The Outlook 


Guatemala's success in containing the guerillas insurgency will 
be one of the main determinants of how soon the country will 
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emerge from the 1982 recession and again attain economic growth 
adequate for its needs. The Government of General Efrain Rios 
Montt, which assumed power on March 23, 1982, as a result of a 
military coup, moved a long way in 1982 toward instilling in 
the army a respect for the rights and safety of the population, 
reorganizing the police, and curbing venality among government 
officials. As a result of increased attention by the army to 
the needs of the people of the Indian nighlands, among other 
factors, the Government made considerable headway against the 
insurgency in 1982, both in the capital and in the main areas 
of conflict, although the struggle is far from over. 


Even if peace is soon restored, the economy will be severely 
constrained by the balance of payments into 1984. Prospects 
are that exports will grow modestly in 1983 over 1982 from 
petroleum and other non-traditional products. Earnings from 
coffee, cotton and sugar are unlikely to revive appreciably. 
Over the short run, the other adverse factors, which are the 
difficulty. of obtaining additional trade or balance of payments 
financing, the reduced level of foreign investment, and weak- 
ness of the CACM, are expected to persist. As a consequence, 
Guatemala must continue to curtail its imports severely, until 
foreign exchange earnings improve. Guatemalan officials cur- 
rently foresee a sluggish year for the local eee: in 1983, 
with GDP perhaps equal to 1982. 


For the longer run, a great deal stands in Guatemala's favor 
for a resumption of healthy economic growth. There is 
substantial potential for diversification and expansion of 
agricultural and livestock production. Hydroelectric power 
will provide adequate energy for the 1980s and, with Guate- 
mala's petroleum potential, will help insulate the economy from 
future oil shocks. Mineral resources, as well as further 
hydroelectric and geothermal energy sources, are available for 
development. 


Government policy has traditionally favored private enterprise 
and welcomed foreign investment. The present Government is no 
exception. It is intent on diversifying production, parti- 
cularly for export. As a further mark of its private enter- 
prise orientation, it is considering sale of Aviateca, the 
national airline, and other money-losing state enterprises to 
private investors to improve management. The tax burden in 
Guatemala is among the lowest in the hemisphere, although this 
results from flaws in the tax administration as well as from 
generous fiscal incentives available to business under certain 
conditions. The public foreign debt is the lowest in Latin 
America per capita, a fact that will help Guatemala return to 
healthy balance of payments faster than many other developing 
countries, as the world recovers from recession. 
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IMPLICATIONS FOR THE UNITED STATES 


Trade Opportunities 


Guatemala remains a major consumer of goods from the United 
States with total imports from the U.S. having increased 
Slightly to $560.8 million in 1981 from $546.9 million in 
1980. Among the products showing the strongest performance 
were food products, wood pulp, waste paper, textile fibers and 
other non-edible raw materials, lubricants, animal and veget- 
able oils, chemical products, and other manufactures. Guate- 
mala's exports to the United States, however, fell sharply, 
totaling $308.5 in 1981, down 26.2 percent from 1980. The U.S. 
share cf Guatemala's import market increased again in 1981 to 
33.5 percent, up from 32.7 percent in 1980. 


In the near term, U.S. exports, outside of basic agricultural 
commodities such as wheat and agricultural inputs such as fer- 
tilizers and pesticides, will be adversely affected by the 
recent Guatemalan import restrictions. For the longer term, 
trade opportunities will continue to be good. 


Firms providing petroleum-related equipment and services should 
find a ready market in Guatemala in years to come. Given the 
present plans of consortia already in the oilfields, explora- 
tion drilling rigs capable of depths of over 12,000 feet should 
enjoy particularly good prospects. Other equipment and serv- 
ices which should be in demand include portable camp struc- 
tures, H.F. radio transceivers, well service chemicals, safety 
instruments and equipment, particularly H2S detection and 
escape equipment, construction equipment, geophysical equipment 
and services, road builders, pipeline engineers and con- 
structors, and pipe suppliers (both pipeline and drilling 
pipe). Drilling contractors and oil production companies will 
wish to maintain representation in Guatemala in order to be 
ready to bid on the risk contracts which the Guatemalan Secre- 
tariat of Mines and Hydrocarbons offers roughly once a year. 
The time allowed to prepare bids has been short, 60 days for 
the last group of exploration areas, and being pre-registered 
and locally represented greatly facilitates preparing one's bid. 


Agriculture, while it remains the bedrock on which the Guate- 
Malan economy rests, has experienced a severe testing in the 
past year. The combination of low coffee and sugar prices and 
quotas this year and reduced cotton plantings and production 
has led to financial problems for many farmers. Agricultural 
equipment purchases have been affected by these adversities, as 
well as by a general feeling of tension and insecurity in the 
countryside. Farmers, according to leading agricultural imple- 
ment dealers, have been loath to invest in new equipment and 
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have, in some cases, reduced the acreage planted. Agricultural 
pesticide, herbicide, and fertilizer sales have also been af- 
fected, as some farmers, due to financial problems, have had 
difficulty paying their bills from previous seasons and have 
been forced to pay cash for new supplies by equally hard 
pressed dealers. The prospect is, thus, that agricultural 
chemical sales will -be flat or, perhaps, decline this year. 


Agriculture-related industry is the subject of a big push py 
the Government's industrial development bank, CORFINA.. Food 
processing equipment, such as for tomato puree, garlic and 
potato dehydrating and frozen vegetable production, are all 
scheduled to receive CORFINA loans in 1982 and 1983. Other 
fruit and vegetable processing machinery should also enjoy a 
very worthwhile market during the coming year as Guatemala 
seeks industrial diversification and decentralization. 


Construction, which until 1978 had been a leading sector, is 
now suffering a severe depression, with all types of con- 
struction at a very low level of activity but with middle-class 
housing, office building, and plant construction particularly 
hard hit. Office and commercial construction are adversely 
affected by a glut of unoccupied office and commercial space, 
particularly in Guatemala City's Zone 1, the traditional down- 
town, but also in newer areas in the southern part of the 

city. Major public sector projects which were expected to taxe 
up some of the slack in 1982 have been hard hit by the shortage 
of tax revenues and foreign loans. Some projects, such as the 
Chulac Hydroelectric project and the National Peripheral High- 
way project, have been canceled or postponed. The Pacific Port 
project has been reduced in scope, although there should be 
some market for port equipment, particularly a container crane, 
in 1983. Commercial capacity test drilling in the Zunil. 
geothermal field near Quezaltenango in western Guatemala has 
virtually proved the feasibility of power production from the 
field with a capacity estimated at 68 MW. While construction 
of generation facilities is still some time away, suppliers of 
engineering services, steam turbines, generators, and trans- 
mission equipment may wish to be in contact with INDE, the 
Government-owned electrification institute, to be in a position 
to offer their equipment and services at such time as they are 
required. 


Another area of promise is health care equipment, which will 
continue to benefit from the three major areas of Government 
hospital construction: small rural health posts; medium-size 
clinics, and small hospitals in major towns. There are also 
numerous private hospital projects underway which will need 

equipment. Foreign financing of this construction and equip- 
ment has been obtained and, thus, the continued shortage of 
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domestic financing should not cause postponement of most such 
projects, although all construction is generally subject to 
searching reappraisal by the Rios Montt Government. 


Telecommunications is an area of priority development in Guate- 
mala. The 1980-2000 master development plan of GUATEL, the 
Government-owned telecommunications monopoly, calls tor the 
installation of 504,000 telephone lines and 2,400 telex lines. 
A contract for the installation ot some 60,00U lines is expect- 
ed to be let in 1983, and will be financed in part by the World 
Bank. GUATEL is also planning to install rural public tele- 
phones in some 5,000 villages which do not enjoy telephone ser- 
vices as yet. This large scale development will otter numerous 
opportunities to U.S. firms with technology consistent with 
GUATEL's intention to shift to all-electronic central ottices 
by the end of this decade. The Embassy recently produced a 
Survey of this market which is available from the Department of 
Commerce/NTIS.. 


The growth of the automotive market has created a steadily 
growing market for spare parts and maintenance equipment. 

Total imports are expected to exceed $34 million by 198». 
Automotive testing equipment should enjoy a particularly strong 
Market, as increasingly complicated motors, suspensions and 
options will exceed the capabilities of mechanics unaided py 
equally sophisticated instruments. ‘This industry was also 
covered in a recent survey by the Foreign Commercial Service in 
Guatemala. 


Procurement Policy 


Many sales opportunities in Guatemala involve public procure- 
ment. All Government purchases over $12,000 are required to poe 
submitted to public competitive bidding, unless the Government 
declares that a project is so urgent as to be an emergency. 

The period in which bids may be filed, however, is often quite 
limited, occasionally precluding participation from the United 
States. Frequent contact with the Guatemalan market is there- 
fore a requisite for doing business here. 


The practice which was prevalent under the Lucas Garcia regime 
of declaring large construction and development projects to be 
“emergencies,” thus suspending the normal public bidding re- 
quirements, has been abandoned. It has been charged that the 
projects negotiated under the previous arrangement were supject 
to large scale fraud and corruption and that substantial . 
amounts of public funds were misappropriated by this means. tne 
special executive authorities set up to run these projects are 
being dismantled and their work will be absorbed by the rele- 
vant agencies. INDE, thus, is taking over the development of 
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the Chulac Hydroelectric project, as well as developing the 
Santa Maria II Hydroelectric, Rio Mopan, Xalala and Usumacinta 
Hydroelectric projects. Most other construction projects will 
be contracted by the Ministry of Communications and Public 
Works or the Ministry of Finance, depending on whether the firm 
intends to provide construction or engineering services or 
equipment. Consultants must register with the Secretariat of 
Economic. Planning. 


In addition, Government agencies often will not mail prequali- 
fication or bid documents overseas. Therefore, it is advisable 
to appoint a local representative, not only to obtain these 
documents, but also to prepare bids, which usually must Be sub- 
mitted in whole or in part on sheets of special official paper 
called "papel sellado." The sheets bear a Guatemalan seal and 
are available only in Guatemala. 


Investment Encouraged 


Guatemala continues to be receptive to foreign investment but 
seeks to discourage its traditional concentration in the Guate- 
mala City area. Foreign capital,, except in a few cases, stands 
on the same footing as does domestic capital. Both practice 
and law support free enterprise. There are over 150 multi- 
national firms in Guatemala which have U.S. equity partici- 
pation. 


Of special interest to potential U.S. investors is a law passed 
by the Guatemalan Congress in 1979 which liberalized and : 
replaced an existing law governing drawback operations. It 
provides an.incentive to the establishing of new export-ori- 
ented assembly or finishing operations in Guatemala. 


Also favoring U.S. investment is the coming into operation of 
the new export processing zone in Santo Tomas de Castilla on 
the Atlantic coast. Firms taking space in the zone can avail 
themselves of even more liberal tax and other incentives than 
under the drawback law. The new facility already has roads, 
utilities, and a number of modular buildings available for 
lease at very moderate rates and is within minutes of the Santo 
Tomas de Castilla docks. 


A third law, the Industrial Decentralization Law, provides sev- 
eral tax and other incentives to firms willing to set up indus- 
tries outside the Guatemala City area. 


OPIC Programs 


Since 1962 an Investment Guaranty Agreement has been in effect 
between the United States and Guatemala. The agreement pro- 
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vides for the establishment of a program for political risk 
insurance and development-oriented loans at commercial rates. 
The program is administered by the Overseas Private Investment 
Corporation (OPIC), a U.S. Government corporation. the recent 
approval of coverage for expansion of a U.S.-owned vitreous 
china bathroom fixture manufacturing firm gives evidence of a 
positive attitude toward OPIC insurance, and additional poli- 
cies are expected to be approved. 


*% U. S. GOVERNMENT PRINTING OFFICE: 1983—381-007/84 








ARE You might be, if you don’t have current, up-to-date in- 
marketing. 


YOU 


country-by-country 
G you need to succeed in overseas business. 


EXPORTIN 
BLINDFOLDED? [onsite 


® finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 


Implications for the United States 
focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
U.S. Department of Commerce e International Trade Administration 
OE LEAL SAN TT PE I ICS INL SOTO EAI EAE EA A EET S SALE AI TIED SELLE LD LES MLE LIED LEG IAD ILE LEC LODE IEEE LATE EA ALE LI AEN OE AIA SEE IEEE IPE NEG IP BE LATOR BT AE 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Credit Card Orders Only 
Enclosed is $_m. O) check, ’ ie 
C money order, or charge to my VSe Total charges $______ Fill in the boxes below. 


Deposit Account No. Credit 

Leche IO) Gado, [TT TTTTITTITTI Tit 
Expiration Date 

Oro Month/Year LETT) 


Enter my subscription to: (] Overseas Business Reports at $44 per year ($55 overseas) 
0 Foreign Economic Trends at $90 ($112.50 overseas) 


Company Name 


individual's Name—First. Last 


Street address 


| 
City State ZIP Code 
(or Country) 


Tiiti 


PLEASE PRINT OR TYPE 








